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INTRODUCTION AND SUMMARY
The New York Public Service Commission staff's “Draft Prefiling Statement™ of

March 17, 1998 first limiting, then tcrminating the availability of the unbundled nerwork

clement pletform (“UNE-Platform or “UNE-P*) (sez chart, March 17, 1998 draft p.10), if

put imro effect in anything clase to its current form, will eliminatc the hope and promise

of the Telecommunications Act for broadscale pnce and quality competition for

residential and smsall business consumers.  The staff’s proposal suffers from mumerous

defacts, which we discuss bricfly below.

in Section [ below, we demonstratc that the staff’s proposal it basad on
fundamental faflacies about the extent and availability of facilitics-based
competition. The facts upon which wc rely are set forth as wcll in greater detail in
the AfLidavit of LCI’s Dircctor of Local Network Plamming, Timothy J. Burke.
Exhibit A hereto.

In Section 1I below, we rcitcrate our concerns about any possible role of the
Department of Justice in pre-zpproving a Bell company application which has not
y¢t been filed before the PCC. or commented upon by interested parties. Our
concom is that the DOJ's views on ac RBOC's Scction 271 applicauon are
accarded “substantial weigh(™ under the statute. In L.CI's view, this pute the DOJ
in the role of a judge, not s party negotiating 2 consent decree.

In Section III below, we xct forth a fow of the most obvious logul deficiencics of
this proposal. [t is defective on its face Secfions 251(c)K3), 251(c}{4), 251(cX$6),
252(d)(1). and 202 of the Talecoratnunications Ast.

In Section IV bclow, we sct forth the most obvious paragrapghs which are no more
than veguc and unenforcoablc “promises o periorm.™ Again, in LCT's view, the
staff proposal is an open invitation to further litigation and wncerminty.
Finally, in Section V below, based on the facts sct forth hext, woe renew our
request that the Commission hold genuine evidentiary hearings on the staff™s
important new proposal first to drastically limit, and then to terminste, the UNE-
Platform.



L THE STAYI’S PROPOSAL 1S BASED ON FUNDAMENTAL
FALLACIES ABOUT THE EXTENT AND AVAILARILITY
OF FACILITIES-BASED COMPETITION

The smfl’s proposal apparently assumes that full facilitics-based competition s available
throughout New York City for busincss customers, and will shortly be available for residengal
and xmall business customers throughout the state. Nothing could be further from the tuth. See
generally, Burke Aflidavit aitached hereto as Ex. A.

First: Competitive Local Exchange Carriers (“CLECS™) today do not serve the
majority of New York City’s business customers and the vast majority of New York City’s
residential custemery, and there is no resson fo sxpect this to chaage in the fnture.

o Ofthe 76 end offices in New York City, thers is collocation by CLECs in only 15 end
offices. Over 1.5 million business limes (56%) and 2 million residential lincs (75%) in
New York City are seeved out of end offices where there is oo collocation by axy CLEC.
(Burke Aff_ Ex. A,14)

o In Manhattan, where CLEC coverage is the broadest, there is coliocalion only in ten (out
of 24) end offices. All cnd officey in Manhattan with collocasion are south of 59* Street
and in high-cnd business districts or high-income residential areas. There are over
500,000 business lincs (33%) and 200,000 residential lines (33%) in Manhattan end
offices where there is no collocation at all. Most CLECs are concentrated in a handful of
end offices im New York City (15) und have virtually no nctwork presence outside
downtown Manhsttan (Burke AfY., Ex. A, § $5)

¢ The presence aof a CLEC in s given cnd office onty menns that all customers sexved out of
the end ofcr could potentially be served by the CLEC. Most CLECs do nol huve
sdoquatc capacity to serve a large marker share of all customers in the end offices where
they are collocated. (Burke AR, Ex. A, Y B)

Given eir highly himited coverage of end offices in New Yok City, CLEC networks simply do
pot reach a significam partion of LCI's.

Secend: Ecomomically and technically, BA-NY's Extended Link offeriag is mot an
sdequate substitute for the coliocation-baaed strategy to deliver local telephony
services to small hbusinesyes and residemtial customers.

e The Extended Link service imposcs comsiderable charges for tunsport from the end
office saxving the uobundled loop to either 3 CLEC's bub end office (where it is
collocated) or its swatch location. A CLEC could profitably provide local service using
Extendsd Link only to customers who gencratc montbly revenues in excess of $100 per
hioe. This eliminates the vast majority of small busincsses and virtually all residential
customers. (Burke AfE, Ex. A, 1 11-12)
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With average (distance-insensitive) pricing, only high.cevenue customers could be
profitably scrved by Extended Link. Small businesses and remudential cnstomers will
enjoy little choice in the local market. With de-averaged (distance-scnsitive) pricing,. As
with the collocation-based facilitics strategy, a CLEC will find that the business casc for
the provsion of local services with Extended Link is justified only in arcas with a hugh
deasity of high-usage customers within a rcasonable distance of its hub (collocation site).
Small businesses and residential customers will remaiu unserved by CLECs. (Burke AfT,
Ex.A. 1 13)

The Extended Lk product severcly compmumises the quality of cerviee that 3 CLEC can
provide, placing the CLEC at a compelitive disadvaniage. This extension could decreass
the quality of the origiual vuice signal, increase the provisioning and aciivation mterval,
and increage the risk of service outage: Isalating the sowrce of trouble when a line is down
will coquire & highly complkex, time-consuming, and capeusive sectionalization and
testing process. It is unreasonable and unwise to imposc such complexity on customers
reliant on the CLEC's dial tone for 911 emcrgency calls. (Burke AfT, Ex. A, 1 15)

Third: Reliance on facilitics-based CLECs as a Carriers’ Carricr is not = viable

option for providing lacal services to either bosiness or residential customers.

[ 4

The mnst matwre CLECs (MFS aad TOG) have been acquired by Intcrexchange carriers
(*IXCs™) (WorldCom and AT&T) with internal nceds for cxcocding the capacity of cither
MFS® or TCG's local ncaworks.  Strategically, an [XC has minimal motivation W serye a
competing IXC with a local product.  Extreme undercapacity charagterizes CLEC local
uctworks which are scaros Tesources commanding huge premiums when sold. Given the
expense and time required to build local networks, this will remain the case for the
foreseeable future. (Butke Aff, Ex A, 4 15)

No CLEC has yct to offer a whoalesale price sutficient for LCI (or any other reseller) to
maintain profitable margina. (Burke AIL, BEx. A, {21)

Given the limited coverage of even the most mature CLECs, LCI would have to resell
both CLEC and BA-NY services in every market o reach ite customer base, sinee, as in
the casc of LATA 132, 60% of LCI's long-distance customers cannot be reached through
CLEC resale. (Burke Aff, Ex. A, 113)

The mayonty of faciliics-based CLECs do not offer swikh partitioning or other
unbundled networ elemsnts  Only the most cash-starved CLECs have baen willing to
discuss with LCI the sharing of eoflocation facilities and switch partitioning, (Burke AfL,
Ex.A. 124)

With limited coverage, insufbuirnt discounts, and conflicts of interest between CLEC retmi! and

wholesale operstions, CLEC's are anlikely to provie a viable method to deliver local services on

a wholesale basis.



Fourth: The expente and time required to baild a loeal wircline aetwork mcans that
existiay CLECs are unlikely to expand their oetworks asd new CLECs are anlikely to
build networks to serve most small-business and residentisl customers i the foresecable
futwre,

¢ The provision of facilities-based competitive local lelephony servicos requires more than
purchasging and activating a local switch. The capital expenditures associaled with the
purchase and activation of a Joca) awitch are lcss than twenty percent (20%4) of the total
upfront capital expenditures raquired to build 2 local netwark. (Burke Aff., Ex. A, 4 28)

e A collocation-based facilities strategy makes business scnsc only if service is provided
from cnd officess with a largc number of potential customers marked by high usage. In
othar words, such a strategy is economically scusible only in end offices that are locatad
in commercial districts with 2 significant number of farge- and medium-sized businesses.
A CLEC could altematively lease BA-NY hansport to connect a customer’s building o
the il switch. A signilicant quantity of customer Liacs and usage, howcever, i3 requurcd (o
justify thne service delivery method. (Burkc Aff, Ex A, 1 35)

Thus, facilitics-based delivery of Yocal services is fiancially scnsiblc only in highly dense
commercial distnets. LCI has cocountered numergus problems that have delayed its ability to
develop and implement an app-to-app EDI tnterface with BA-NY.

Fifik: The econorgics of Jocal wireline metworks is imherently differcot
from those of long dixtauce and local wireless narworks.

* Long-distance carriers only noxd to pick-up or drop-off their traffic 1o 8 limtied number
of tandem locations (afler just one) to sorve all customers in thc entire LATA. To
provide local service 10 all customers m a LATA, including small businesses and
residential customers, a facilitics-bxsed CLEC must collocats in every end office within
the LATA, build fibcr 10 every building or oblain line-of-smight microwave to cvery
customer premisa. (Burke AL, Ex. A, 9{37)

= Long-~distance netwotks arc marked by sigaificant economics of scale (declining average
costs) and utilize capital resources very efficiently. The transport and switching capacity
of a long-distance network is designed to mimimize idic time bocause of the inberently
shared nanire of these resources. Each additional minutc on a long-distance network
sigrficantly reduces the per-mnit cost of providing long-distance service. (Burke AfT, Ex.
A1)

= By contrast, there are non-trivial incremental capital costs associsted with local networks
not present with long-distance vetworks in addition to considerable upfront fixed cosis.
Each sdditional line on 2 CLEC's network requires at lemst $100 in additional capital
expenditure associatnd with ling cards cither in the digital loop carrier or the switch that
convert analog signais to digital. (Burke Aff., Ex. A, §40)



High incremental capatal ensts (agsociated with each new linc), acute bottienecks (such 2s public
and privatc rights-of-way), and 2 high share of axsets that cannot be shared by multipic customers
(dedicated Inop) dilTerentiate local wirehne networks from loug-distance and local wirclcss

petworks  These distinguishing features make highly unlikely the proliferation of local wircline
networks anytimoe in the foresceable future.

Sixth: As a company with a large share of small-basivess sud residential enstomers,
LCI s heeds an economically viabic Unbundled Neswork Elemest Platform (*UNE-P™) to
provide local services to the majority of its custumers in the stale of New York

=  QOver half of LCT's conunercial customers in the statc of New York gencrate less than
fity dollars (350) i« monthly revenues. Roughly 66% of LCI's residential customers in
the state of New York generutc lcss than twenty-five dollars (¥25) in monthly revenucs.
Using & CLEC as & carmiers’ carrier is not a feasible option to scrve of these customers.
(Bucke Aff, Ex. A,34))

¢ The minimum requirements for an cconomically viahle UNE-P arc.  unbundled network
clemcats must be ser st TELRIC rate, non-recwriog charges must be at tuo cost, e
carricr cmploying the UNE-P must be allowed to charge for access, gluc charges should
be negligible (if any) , no collacation should be requirad, and there must be bue common
sharcd Tanspoft capabilily. (Burke Aff Ex. A, 144)

= An UNE-P that meets the abuve roquirements will permit LC to serve its representative
small business and residential customen profitably. Net income then would b roughly
four percent (4%) for 2 typical business customer and onc percemt (1%) for a
representalive residential customer. Under the proposal put forth by BA-NY and the
Public Service Commigsion of New Yerk (“TSC™), net income would be minus five

pereent [-5%)_for the average of business customer and minus eleven percent (-11%) for
the typical residential customer. (Burke Aff, Ex. A, { 45)
The UNE-P recommended by the PSC virtually preciudes LCI from providing a competitive
local services option to the majority of its busincy custumers and virually all o€ its residentiat
customers,

Seventh: The limited UNE-Platform with 2 sunset propoted in the staff’s proposal is

uslikely to be utilized by LCI (or other carrters its skzc or smaller), becanse of the expense
of development costs.

o LCI's development of resalc OSS interfaces has beea cxtremely costly and time-
consarning. For cxampic, LCT has been working with BA-NY since May 1997 to design,
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develop, test and impicment BA-NY's resale EDI ordering interface.  During these ten
months, BA-NY has changed the version of its EDI mterface four times. See Strombaotne
Aff.,Ex.B.

e  While LCI is hopeful that same of the significant problems that #t has encountered with
BA-NY's resale OSS wiil be remedied, the process of developiug and implementimg an
app-to-app EDI imicrface for the UNE Platform will unquestionably rcproscat a
sigmaficant development effort for LCL (se# Stromboine A, Ex. B at § 5)

* Significant development cffots wonld be rTquired to desigm, develop and implement the
OSS interfaces for the UNE-Platfonin with BA-NY, (see Strombome AfY, Ex. B a1 5)

For thesc rcasons, L.CI belicves that it is unlikely that carriers its size ar smaller will be
ablc to undertake the development coats to utilize the UNE-Platform for the time and goographic
markets contained in the sta(l pruposal. See Strombotne Aff, Ex. B at{ 5.

II. THE DOI'S ROLE IN FORMULATING OR INFLUENCING

THE NEW YORK COMMISSION'S POLICIES SROULD BE
PUBLIC AND ON THE RECORD.

It sppecars from the face of the Commussion’s “Draft Prefiling Statement™ that the
Departmcat of Justice (“DOJ™) has played some role in devclopment of the prnciples of the
March 17, 1998 “Draft Prefiling Statcracnt.™ This is 2 further reason that the New York Public
Service Commission needs to open its process to dovelop a recd with 2 hearing in which all
interested partics may participate. Specifically, the Coramission should ask the DO, if in fact it
wishes o influence or participate i lhe course of the New Yark Commission'’s decisiom at this
€tage, o put its views on the record publicly 2s 2 participant in an Open process, so that those
views can be responded to by all interested parties. Thes is particularly important becamas the
DOJ’s vicws are 1o be grven “sobstanhal weight™ by the FCC, md an open process at the New
York Commission is esseatial to a fair cvaluation by the FCC of the DOJ's views to it when a

Section 271 application is filed
M. LEGAL DEFICIENCIES APPARENT IN THE STAFF'S PROPOSAL
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Manifold and scrious legal problems are evident from the brief review of the aaf's

proposal allowed in the time and page limits imposed by the Commission.

Under the staff proposal, [at p.9,] Bell Atlantic would commit only to providing “the

complete UNE-Platfarm to CLECs for service to residential snd business POTS customars,” as

sei forth in the chart conmained at p.10 of the «taff proposal. The chat indicates that both

commitments would sunset in three to five years, and would not apply at all for service to

business customers o New York City. Sevious legal issues are raised by this proposed

“commitment:”

The exclusion of any commitment o provide combimatioos of unbundied network
elements or the UNE platform for seyvice to all busincss cusiomers in New York City
appears 10 violate not only the non-diserinmnation nqmﬂ:matts of section 251(c)3).
There is no exception thet would permit such hismat peographic diserimination in either
soction 251(c)(3). ,

TholmtahonofﬁnmmmmmwkﬂnUNEpmmrm oaly for POTS to
business cusiomers s{30 sppcars to e:pumb'vxom:ccuon 251(c)X3), which requires
access to natwork elements for the provition of amy tefecommunications scrvioe, not just
POTS. The Eighth Circnt hus agreed that “thc FCC’s determination that a competing
mammmmwmmmmmmmumm
mewnbert LEC's imbundied netwark elemcats i3 " Opinion, Jowa Ulilitics
Board. et. al v. FCC, et. al, No. 96-3321, Court of fortlw Eighth Circuit (filed
July 18, 1957), page 143. Scc also cotuncnt on page 1], psragraph 3, below.

The sumsct of the commitment to provide the UNE plitform appears explicity 1o violate
mﬁl(cKJ)of&eCommmehd\lnqummnmbmbcﬂ
exchange carrier [in this csse Bell Atlantic] provide non-discriminatory access to
unbundled network eiements at any technically fousibile point. The statute contains oo
sunsct on this requirapent.

The geogrnphic axclusion of New York City appears on its face to violate section 202 of
the Commumications Act, which statcs that “it shall be unlawful for any coxumon
carmier... to subject any particular person, class of persons., or localizy t any undue or
umamablcpxcjudiwde(mMM It sccns plain that deying
all husimegs cusiomars in New York City the opportumty for competitive local cxchange
sexvice provided by combinations of unbundled clemepts or the UNE platform to small
busincsscs in other parts of the State of New York violates this stutory requirement

1



The saff proposal fusther states [at p.11, ¥ 1] thal “charges for existing [UNT] platfocms
will be :;dju:ted over & three year period to cguate the plagform price with the resale price.”
(emphasis added). 1o addition, the proposal statcs that after the sunsct of the combinatinns and
UNE platfarm has octurred, new corapetitors will be able w0 get the UNE platform at the resale
price for “the longer of two years or whenever the arca is deamed substantially competitive.”™
Again, legal deficiencies appear on the face af thess proposed provisions:

= Soction 252(d)1) of the Cummunications Act states clearly that prices for unbundled
uctwork elements obtained under section 251(c)(3) of that Act shall he non-
diseriminatory and based on cost. Scriton 252(d)(3) of the Communmicatians Act pravides

that the price of rosale services obtained under; scetion 251(c)(4) of that Act shall be 2

wholesale rats determined by subtracting avoidad costs from the retail mate. By changing

the cost of the unbundled aetwork clement plarform to the rasale rate, the staff proposal
explicitly violales the plain requircments of the statuta.

= The stall proposal also violates the clear statutory requirements in sections 251(c)(3) and

252(d)(1) of the Communications Act tha the rates for unbundled network claments muat

be non-discriminatory. As proposcd, a new compelitor entering the market one year after

the sunset of the UNE platform roguirement would immediutely pay the full resale rate,
while 2 competitar that entered before the sunsct would have a different rate for two more
years due to the proposed ransition from cost-based rates to the reaalc rakc.

The s T proposal goes on w say [at p.11, 2] that “In New Yotk City, where the [UNE]
platform is not avai{ablc for busmess cusiomers, Ball Atlantic-NY commits to provide terms for
collocation whick are more favorable than those provided in other areas™ (cmphasis added).
This proposed commitment on its face wouid clearly violatc the nondiscrimination requirements
of scctions 251(c)(3), 251(cX6),and 202(a) of the Teleommuumications Act

Finally, the staff proposal singles out [at p.11. 13] combinations that include a specific
unbundled network clement, namsly the combination of a company’s link with a company’s port,
for a differem pricing regime than combimations of all other network clemenss. This portion of

the proposal lacks any RarIory or jadicial foundstion:



e The swtute, the FCC, and the Eighth Circuit have all clearly stated that section 25 1{e)(3)

of .the Communications Ac! permits a competitor to detevine which cambination of
nctwork clementys it wishes to obtain, and section 252(d)(1) of that Act requires that those
clcments be non-discriminaiorily priced on the basis of cost This element of the
proposal limuts what cowbinations of unbundied netwark clements competitors may
oblan on the basis of cost and is discruninating under Section 251(¢)(3).

Furihey, the propocal would specifically pcrmit Bell Atlantic to provide the unbundied
network clement known as 2 “multipleas” at cither cost based priccs or at “the retail
price less the wholesale discount™ which would appear to violaie the statutory scheme
established in section 252(d)(1) of the Cormmumicanons Act.

THE STAFF'S PROPOSAL IS 80 VAGUE AS TO BE NO MORE

THAN AN UNENFORCEABLE “PROMISE TO PLRFORM,” WHICH
GUARANTEES FURTHER LITIGATION AND UNCERTAINTY

The staff proposal i3 30 vague and important rcspects as to be nothing more than a

“promise to perfarm” a tazk which is not cven reasonably described. To statc just one examplc,

LCI notes on p.11 the following “commitment” by Bell Atlantic.

In New York City, where the platform is not available for buginess customers,and
in other arcas where the platform becomes unavailsble, BA-NY commits to
pruvide trms for collocation which are more favorahle (o requesitng carricrs than
those provided in the other arcas.  These include, at the option of the requesting
carrier, smaller collocation cages, sharing of collocation cages, non-cage physical
collocation, and reasonabls recombination of claneunts through virual colloction.

What arc (ctms “more favorsbic™ 10 requesting carriers? Why is this considered non-

discriminatory? When will thege terms be established?

|
LCI belicves that these and other problems in the documenmt demonstrale why the
I

standard procedure set forth m Section 271, of & final appliati’pn filed by an RBOC, judged by

the atate commission, filed with the FCC, commented npon by intcrested parties within 30 days,

commenicd upon by the DOJ within 50 days, with & decisian by the FCC withio 90 days, 15 the

appropiate and indeed only workable method for judging the complcx facts which axc inharent

io attempting to Inyect competition intp he RBOC s network.,



\ A LCI REITERATES ITS REQUEST, BASED ON THE FACTS SET FORTH
.HERE, THAT THE COMMISSION HOLD GENUINE EVIDENTIARY
HIEARINGS ON THE STAFF’S IMPORTANT NEW PROFOSALTO LIMIT
AND THEN TO TERMINATE THE UNR-PLATFORM

LCI hereby renews its motion for evidenhwary hearing on a full record, bascd on the
extensive evidentiary facts it has been able to gather and preseut in the (ive calendar days since
reveiving the s1aff's proposal on the maming of March 18, 1998. These issues oye critical 10
competition in New York and nstionwide. LC] believes the stafl aad DOJ are proceeding on
fundamcntal fallacies a5 1o the extent and avariability of facilities-based compelition These nced
to be openly aired and liigated befora s ncutral body, as the due process clause of the United
State Constitution requires, LCI belicves that the Commission's admirable record in other arcos,
when 1 is fallowed natice and hearing precedurcs show a swong oced for that tradilional process
to be followed with the new proposal from the staft, first to drastically Linsit and then to terminate

the availability to competitrx of the all-importaat UNE-Platform.

owreo. L M#tn 27, /777

Respectfully submitted,
NIZyN - {Om K fi
\;~>  Rocky N. Unruh Amne K. Bingaman [0, p\x_
Morgeostem & Jubclirer President
One Market Local Telmmn@uﬁm Division
Spear Sireet Tower, 320d Floor LCT Intemational ‘lielecom Corp.
San Francisco, CA 34105 8130 Greensharo Dr., #8300
(415) 896-0666 Mclean, VA 22102
(415) 986-5592 (fax) (703) 610-4875
(703) 610-4878 (fax)
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NEW YORK STATE
PUBLIC SERVICE COMMISSION

Petition of New York Telephone Company for
Approval of w8 Suewement of Grueerally Avajlabie
Terms and Conditicas (§ 252) ang Draft Filing of
Patition fov IntrL ATA Entry (§ 271)

Casc No. 97-C-0771

AFFIDAVIT OF TIMOTHY J. BURKE

1, Tirnothy J. Burke, being duly sworn, do hercby state:

1. 1 am currently employed by LCT International as Director of Network Planning in

the Local Services Division. | have over fifieen yeare experience i the telecommunications

industry and bave worked in various positions within network planming, eagineering, and

network operations. Having worked for NYNEX for simost fowrteen years, [ am intimately

familiar with end offices o both New York City and upstate New York. I also worked for

the wireless subsidiary of NYNEX for six years. At LCI Intemnational, [ am primarily

respousiblc for cvaluating facilities-based strategics to provide local saavices. I am also in

charge of negotisting intercomuertion agreements with Incumbent Local Exchange Camriers

Exbibit A to LCI's Commsnts



Section I
Competitive Local Exchagge Carriers (“CLECs™) today do not serve the majority of

New York City’s business customers and the vast majority 8f New York City’s

residential customers, and there is wo reason to expect this to change i the foture.

2. Competitive Local Exchange Camiers (“CLECs™) today do not serve 1he majority
of New York City's business customers and the vast majority of New York City's residential
customers. The available empirical avidence suggests that facilitics-based CLECs have focused
their facilities development in end offices located in commereial districts with a significant
numbser of large businesses.

3. Based on information provided hy Bell Atlantic Network Services on Macch §,
1998, collocation has been implementad only in 31 end offices throughout the staic of New
York. (see Ex. A). [ assume conservatively that CLECs are x;jolloca!.cd in al! 31 cad offices.
Twenty-six end offices with collocation arc in LATA 132, Whmh covers the New York
memropolitan area. This leaves over 160 end offices in LATA. 132 with no colloeation.
Assuming that 70% of switched access Imes in Manhattan an& 15% (state-wide proportion) of
wWwﬁmemhhMTAmbm%omm milfion business lines
(63%) and over 3.5 million retidential lines (78%) in the LATi% can be served only by Bell
Atlantic-New York (“BA-NY™). These estimates are based on 1996 ARMIS data that divides all
switched access lines in the state of New York by end omne(,;aﬁx. B).

4, Even within New York City, the coverage providad by compctitors collocared in
BA-NY cnd offices is minimal. Of the 76 end offices in New York City, there is callocation by

CLECs m only 15 end offices.  Over l.Smiﬂionmﬁnmﬂn%(ﬁ%)deminiounsidemﬂ

i
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lincs (75%) in New York City are served aut of end affices ihere there i no collocation by sny
CLEC. |

5. The broadest coverage is in Manhattan, Im'éﬂmlbaﬁmmtmof:beuead
cmmithmhmm.dlofwhichucmmofoSMMinhig!kmdmdiﬂﬁcbor
high-income residential areas. Evenvizhthishrwdcovm;‘p.Mamomioo,momsin&
lincs (33%) ansd 200,000 residential linac (33%) in Manbatten cxd officcs whert theve is 0o
collocarion at alL. Most CLECs are concentrated in @ 'ofcndoﬁeainNﬂVYorkCiry
(15) and have virtually no network presence outsids Manharesn,

6.  Mostof the end offices in LATA 132 ourside Manhattan listed by Beli Atlantic o3
collocation sites arc tandem offices. These locations may nof be used by CLECS to provide local
services but rather to take sdvantage of cost<ffective mmkmtt and interconnertion to BA-NY's
WMWMMMMMoIQh. i

7. In LATA 132, roughly 60% of LCT's 12l custorncrs mre served by end
officea with 0o collocation atall. Almost half of the business!lines of LC1 commercial custorners
hllwiﬂ:i.nmdofﬁcuvdu:noCLECismllowed. ]

-8 ThemofaCLBCmagivmcndo&ice;nlymmmmmcﬁ
servedomofmeendomsecoummmcllyhcmdby:hc\cm Most CLECs do not have
Mmmormmnwbm:mwfnofmmhhm
offices whers they are collocated. In the New York metropalitan area, CLECs have reached at
least 50% wtilization of installed switch capecity bat they havej successfuily penetrated lese than
two percent (2%) of switched business lines. ’I‘haainpu:uhTuthnmanLECsuc
targeting high-volume customers, including Internet Sacvice Providers, who gencrate
considerable tetminatng traffic that yields reciprocal ‘ jon dollscs. The low market

-3l ]



share of CLECs together with high swiich utilization means that CLECs will have ta make
signiﬁcix;; additional capitel investments 1o switchmg, uar‘xspon, and back office systems to
support a sufficiently large customer base that poses a competitive threat te BA-NY in the loual
market.

9. For the reasons set forth ot greater lensth in Section IV below, paragraphs 27
through 35, it is unlikely that existing CLECs will expand their networks or new CLECs will

build networks 1o serve small-business customers and residential customers.

Section I
Economically and techaically, BA-NY’s Extended Link affering is not an
adequate substitute for the collocation-based strategy to deliver local telephony
services 10 sumnlil basinesses aud residential cusiomers.

10,  Economically and technically, BA-NY's Extended Link offering docs not correct
the problems with a collocation-based stratesy 10 deliver local telephony services 10 small
businesses and residential customers for the following reasons,

11,  The EﬂmdndLinksaviccir@ommt'xsidmb:ﬁechnges for ransport from the
cod office serving the unbundled Joop w cither a CLLEC's hub end office {where it is collocated)
or its switch location. ‘

12, BA-NY’s most recent Extended Link pmoposal imposcs over $27 pex line per
month (based on statewide average distance), making it virually impossible o serve the average
customer. Adding the allocated cost of any collocation, the allbwad cast of back office systems,
and the allocated adminismative and overhead cxpenses, & CLE;C could profitably provide local

) i |
mbemng&kndcdlmkodymuubmwmmwmumminmoﬁlw
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per linc. This eliminates the vast majority of sroal) businer:s and virually all retidential
cuswuu".'&
13.  With average (distance-insensitive) pricing) only high-revenue customers could be

profinably scrved by Extended Link. Smal! busincsses an& resideniial customers will enjoy little

choice in the local market. With de-averaged (dimcc‘sa’sitivc) pricing, a CLEC wiil deploy &

facilitics-based strategy using Extended Link only 10 servejcustomers located in end offices close

to its hub end office o1 switch site. As with the collocati facilitics strategy, 3 CLEC will

find that the business case for the provision of local services with Extended Lank is justified only

in areas with a high density of high-usage customers withig sreagonable distance of its hub
(collocation 3ite). Once ayaim, small businesses and residegtial t}lmmm will remain uncervad
by CLECs.

14.  Bell Arlantic has taniffed the Extended Li ige for well over a year. The fact

i

that no carrier has yet to order the service strongly sugs -— offering is not economically
viable. . T‘

15.The Extended Link product severely compromise J:he ity of service that s CLEC
can provide, placing the CLEC at a competitive disadva: Tlreﬁnendedunkisenmuy

a physical extension of the lncal loop from the originating egd office to either the CLEC's hub or

its swiich site. Techmically, an analog signal will be cor T digital one, the digital sisnal
will be MUXed at least once (most likaly two or more tin

tikely two ot more times), and fnally the digital signal will ¢

This process could decreass the quality of the ariginal va

isolaring the source of trouble when a hne is down will requ



cunsuming, and expensive sectionalization and testing procass. It is unreasonablc and unwisc as

a manier of public policy o impose the costs of such complexity on customers who arc reliant on

the CLEC s dial tone for making 911 emergency calls.

Section IT1

Rellamnce on facilities-based CLECs as 3 Carriers’ Carrier i3 not a visble option
for providing local services to either business or residential custamers.

16.  Reliancs on facilities-based CLECs as 2 Carriers” Cagrier is not s vizble option for
providing local services o cither business or resideotial custormers for the following reasons.
The most mature CLECs (MFS and TCG) bave becn acquired by Interexchange carriers
(IXCs™) (WorldCom and AT&T) with internal needs (long-distance and ISP services) far
excecding the capacity o either MFS’ or TCG's local networks. Strategically, an IXC has
minimal mortivation to serve a competing IXC with a local th This is different from
wholesale sales of IXCs® long-distance networks that have Ll;bnznﬁal excess capacity and
competition for wholesale sales. Instead, extreme Wty characterizes CLEC local
‘ nstwmn,wﬁchaememcsmmmdinghngewnlﬁumwmm Given the
expensc sad time required 1o build Jocal netwoks, this willremain the ease for the foresccable

17. Most CLECs aly have retail openations thar i1 with potentia] wholessle
programs. Sales charmel conflicts between the retail and divisions of CLECs are
difficult to manage. For example, when a CLEC adds & now -premises building oa its
fiber petwork, its retail anm almost immedintely follows ‘ with a marketing blit2 that far

4



all practical purpnses eliminates the possibility of resalc to customers in the building by aay
wholcéi; customer of the CLEC, such as LCL

18.  LCI spent considerable tume and resources negotiating with une of the nation’s
most mature CLECs only 1o discover that the CLEC's pume motivation for offcring resale at an
appcaling wholesale price wes to obtain LCI’s dedicated wa-s business. The CLEC ultimately
retracted its original wholcsale prices when it snalyzed the retail margins it would forego by
putting wholessle services an its scarce and expensive local assets (switch, fiber, collocation
cages, digital loop carrier Line cards). \

19.  Since Msy 1997, LCI has artempted to idtc wholesale contracts with a
number of CLECs This project has been my resposibility sinec late July 1997. 1 have
contacted virtually every CLEC and have leamed that not a:I:

\
functional wholesale divisions to suppart potcntial resellers. Although some have wholesale

le CLEC has established

divisions in name, they have neither dovcloped the processes and systems nor devoted the
personne] required to support wholcsale operations. None M'Je developed marketable wholesale

20.  Two othsr CLECs that solicited LCTs local buginess (as a rexcllcr) a year ago
have since rescinded thelr offers. Nsither has perfected the systems needed 1 support
their own retsil operations. Both claim significant defects in ‘ provisioning snd maintenance
of unbundied local loopa. Probiems associsted with unb abopsnzmngﬁﬁedwhmn
CLEC ocders large mumbers of unbundled local leops ﬁewlvlild:ﬂhyofpcxmmmtlocd
mmuumwwmmmu-mm

21 Pmﬂn’.noCL!Chasyalooﬁn-wholcahdeesﬂm:ﬂowIﬂtommm
profitable margins. mnnbemaecwmolmu*mmmmm

«7a-
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administrative cxpeuscs than both long-distance and BA-NY local resale. To conduct CLEC
resale, LCI must hire additional ficld support staff 10 survey the customer sit¢ and to coordinate
the cutover from BA-NY s nerwork to the CLEC's nerwork. LC1 must also develop new sales
tools geared st targeting cusiomgyis served out of end offices where the CLEC is collocated. LCl
must invest significant resources to traw billing, provisioning, wid customer-support stafl o
enable them to develop the sysicms necessary to support CLEC rexake. Such sysiems must then
be built and implemented. Given higher administrative and overhead costs associated with the
provision of local telephony services, paxticularty since most installations involve manual
conversion of lines to a CLEC's aetwork, the required discounts should be even higher than both
long-distancc and BA-NY local whoiesale discounts to make CLEC resalc minimally profitable.

22,  IfLCI desires to become a reseller of CLEC smm:es. it will have 1o invest in new
billing and provisioning interfaces to the CLEC. Since w: interfaces will have to developed
for cach C1LEC with which LCT has a resale arrangement, LCI cannot take advantage of any seale
economies. The need for separate backofhice systems forncll CLEC makes CLEC reaala
unappealing, especially since the two CLECs with nationwidé coverage (MFS and TCG) ware
acquired by IXCs. |

23.  The limited coverage of even hmmmbi&elﬁnmmm“
mopﬁonmmemamubmmm&ﬂcwo[LnB. In all casex, LCI would have
to resell both CLEC and BA-NY luviminevuymarkeuol‘uchitsmmbm,dnoc,asin
the case of LATA 132, 60% of LCT's long-distance cuswmajcmnotbe reached through CLEC
resale. l

24. mdmwnuﬁngmcwmma‘}smwm The majority of
MWM&WU&M@M&OWWO&#MMW
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Only the most cash-starved CLECs have been wiliing 1o discuss with LCT the shaning of
collocation facilities and switch partitioning, Doubts about the fnancial viability of these
CLECs make such arrangements highly risky. Further, switch cquipment vendors’ software and
hardware are not cusrently adapiable 1o partitioning, since these vendors have littic incentive to
offer such a feature to their cusiomers. |

25,  Tothe best of LCI's knowledge, not a singlk ‘facnitia.bued CLEC has yet
gaucated sufficient volume of business to justify thex umstmcnts by revenue, when
depreciation and amortization of their netwocks is includedit;_nhdr financial statements. This is
mbecauxmhuunmonccummonxhwmmk.}ahr;c upfront investment ig

required 1o construct a Jocal network. Aﬁcrtlminvenmenti‘pnnde.cusmmerslnve to be soid

and moved to the CLEC actwork one order at g time. The _tnlepl\oncbusimsis
accordingly volume-based, with volume alone generating the|revenucs to pay back the
investment in the nctwork. While the network is an upfront cost, the volume of customers
needed Lo pay for if ¢an be gencrated only slowly, over time.

26.  Given the high debt load of most faciliti CLECs and the tack of
signifieant revenues, the major business justificadon for in in local focilities appears to
bec one predicaicd on being haught by another castier at a ighl premium. No long-ean business

small business customers or A carriers’ cxttier wholezsale The fact that BA-NY bas not

buil: a facilities-based CLEC outside its home regioq (; m adjacent markets such as
Connecticut and Rochester) also suggests that only a buy-out jlmiﬁaghehuge capital

mvestment of building 2 local wircline networck.

l
i
!
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Section IV |
neewudeMwhﬂdaMﬁRﬁmnm“u
that existivg CLECs are unlikely to expasd qurb and aew CLECs
are unlikely to build networks to serve most small-busincss aud
rsidenﬂnlﬂuhnmhmwfnuu

27. Thccxpmscmﬁmerequimltobuildain\mmmﬁtmmthn
CLECs are unlikaely to wither build new netwarks or expand existing ones 10 serve most small-
business and residentia) customers in the foreseeable future. [This is so for the following reasons.

28.  The provision of facilitics-based competitive local telephony scrvices requires
mnre then purchasing and activating 2 local switch. The capital cxpenditures associated with the
purchase and activation of a Jocal switeh are less than twmny}pmem (20%) of the total upfront
capital cxpenditures required to build 2 loval petwosk. |

29. A CLEC considering a facilitics-based must also take inio account the
capital costs associated with (1) the collocation cage at each end office frora where the CLEC
intends 10 provide sexvice; (2) the digital loop carrier el equipment that muist be installed
2t each cnd office to convert analog signals o a digite! (3) the fiber ring that is necessary
for tansmission of daza and voice signals from the collocation cage back o the switch; (4) the
deanuﬁcumﬁpnm:naandludvdﬂlcminnrnngandodur+=:!lﬁbenandcnthetmﬁnuy
Systems required for billing, provisioning, testing, and customes service. Thess cous sasume the
ﬁmmmnmmamsnwhsmmmh\lemwloyedhmdﬁu

30.  The cost of providing facilities based laca] servicas also includes the manthiy
recurring charges for unbundled iocal loops from the ‘pmmimtomceollocaﬁonuge,
and the cocts of any nghis-of-way and space (c.g., collocation ).

|
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31. A facilitics-hased CLEC must also coneidee t}ae coett of fibar tranapoct |cased
from BA-NY that is nesessary 1o cary traffic berween s Switch and either the end offices where
it is collocated or the customer premises. All CLECs rely orT BA-NY to some extent in order to

carry traffic to and from their customers. mmmmmwwtcm-mwwmlme

networls in service today .

32. A few CLECs with microwave spectrum vse this technology to mimmize the
costs associated with leasing fiber and collocation cages. service delivery method, however,
requires line-of-sight between the customer premises and the iswitch loestion (or mtermediate
huh) and faces scvere distance limitations (1-2 miles) at the 38 GHz and 24 GHz2 spectrom being
used for CLEC transport. Additionally, obtaining roof rights ffor microwave disbes is becoming
increasingly difficult and expensive in urban areas. Where line-of-aight, distance, oc soof rights
arc binding constraints, even these CLECs must lease fiber from BA-NY to carry their
teathe

33.  Line-ofsight miarowavc communications is not tectmically feasible in moet
suburban and rural arcas becausc of the lack of rall buildings, and terrain (troes and bills). A
large market segment of small businexs and residences in offics parks and suburban arees will

34,  CLECs that have also built Competitive Provider C"CAP™) networks (fiber
directly to large customer premises) do not require collncation cages 10 serve customess m
premises the fiber passes. CLECS typically. build CAP in densc urben areas. The final
sesma:tofmnocmompunhsﬁnmmemisemepsivemdpr;:m:iﬁvdyminmy
cascs. Bﬁmmmmommwmuw*cwumwmwms
or charge a significant fee for access. >

-1t -
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35. A collocation-hacad facilities strategy makes imincu sengc valy if service is
providé:?ﬁmn end offices with a large number of potential customers marked by hugh usage. [n
other words, such a strategy is ecouomically sensibic only in end offices that are iocated ia
commereial districts with a significam number of large- and medium-sized businesses  This

basic fact explains the lack of eollocation cages in the may of end offices in New York City

and elsewhcre in the state (rez § [ 2bove). Altarnatively, CLECs can and do lcase T1 and DS-3
facilitics from the ILEC to connect a customer’s building ro the CLEC's switch. This service

delivery method requires some customer premises equipment (“CPE™) owned and served by the
CLEC such as digital loop carriers. A significant quantity of
required to justify the monthly lease costs of the!uzmpon lity, the capital for the CPE, and
the ongoing maintenancs of the CPE. The calculus is by the ability to purchase

switching from BA-NY as an unbundled network element, as|long as collocation is required.

|
|
|

Section V
The economics of lucal wireline networks is jnhereatly different
from 1dose of logg distance aud local wi networks.
36. Thc ccomomics of local wireline networks is i different from those of
loag-distance and local wiralexs vetworks for the following \ The development of

cmpeﬁﬁvelmgdmandbalwﬁeh:wwo&sovum+11ﬂlsmdoamtmm
37. MlnyLoulAmandTrmstt\Axas(“LA As™) In the country have only onc
[LEC acoess tandem. 1f this is the case, tong-distance carrirs baly bexd to pick-up or drop-off
o
-12- ‘
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